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1.0 Introduction  
 
Retail gas and electricity markets in the UK represent an interesting example of the impact 
of switching costs in a liberalised market. The Gas Act 1995 provided for competition to be 
extended into the domestic gas supply market throughout UK.
 
British Gas Trading’s (BGT) 
statutory monopoly to supply gas to retail customers was gradually removed with 
competition being phased in between April 1996 and May 1998. Following liberalisation the 
number of competitors to BGT increased quickly, from 21 in 1999 to 14 in 2001, (Office of 
Fair Trading and DTI, 2003).  
 
 
Electricity market presents a different picture. The monopoly was withdrawn from 14 
regional electricity distribution and supply companies, to supply electricity to domestic 
customers in the Public Electricity suppliers between September 1998 and May 1999 (Office 
of Fair Trading and DTI, 2003).  The number of suppliers has been constant since the 
beginning of the roll-out of competition for domestic customers. Between, July 1999 to 
October 2001 only one supplier has decreased i.e. there were 13 active electricity suppliers 
and two years later, in October 2001, there were 12 active suppliers, (Office of Fair Trading 
and DTI, 2003). Compared to gas, the growth of electricity consumption has been low. Total 
demand grew by 18 per cent between 1991 and 2001. “This growth has been mostly due to 
increased demand from existing users rather than growth in the number of new 
customers/household, which the theory of switching costs says is what determines the 
intensity of competition in the market” (Office of Fair Trading and DTI, 2003).  Therefore, 
the competition has been competing to lure the customers into switching from their exiting 
supplier.  
This article will examine the consumer behaviour which affects the decision making process 
of consumers while choosing a utility supplier and main switching costs that affect these 
markets. However, in spite of these switching costs, the level of switching in the gas and 
electricity markets is relatively high compared with other sectors in the UK (such as, fixed-
lined telecommunications, mortgages, or current accounts). Furthermore, based findings on 
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switching behaviour, drivers for switching and switching costs, this article will suggest ways 
to lower switching rates and enhance customer loyalty for E.ON.  
“E.ON UK PLC is a subsidiary of E.ON AG of Germany, which is one of Europe’s biggest 
energy providers. The parent company is engaged in power generation, electricity 
distribution, gas/electricity supply and trading in energy markets, and has been expanding 
its upstream business to provide internal sources of gas. E.ON UK, which employs around 
16,000 people, is engaged principally in electricity generation, electricity distribution, energy 
trading and the retailing of electricity and gas. The UK supply business has around 9 million 
electricity and gas accounts. E.ON UK has activities in renewable energy and CHP, and it is 
investigating new technologies (eon.com, annual reports, 2008). Central Networks is E.ON 
UK’s electricity-distribution business, delivering power to around 4.9 million homes and 
businesses in a wide area of the East and West Midlands.” (Energy Industry, 2008) 
E.ON is number two in the UK in terms of market share as far as retail customer accounts 
are concerned. It has 5.5 million electricity accounts and over 2.8 million gas accounts in the 
UK in 2006. (Eon.com, Key Facts, 2006) 
1.1 Research Questions:  
Q1. What is the consumer behaviour in buying of utility products and how is it different 
from convention products? 
Q2. What are the causes of high consumer switching in the energy industry and how can 
customer loyalty be enhanced in case of E.ON customers? 
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2.0 Literature Review 
 
Analysis of consumer behaviour is not uncommon, and some of the literature pertaining to 
it will be discussed in the literature review section. Electricity is different from other 
products and so can be the buying behaviour associated with it. Electricity is a utility 
product and is different from conventional products. Therefore, it is necessary to 
understand the difference between utility goods and conventional goods, before the 
existing literature can be applied to this context. 
2.1 Utility as products: 
Watson et al, 2002 argues that utility goods can most closely fall in convenience goods 
category. The authors define convenience goods as those goods which the consumer needs 
on a regular basis, often have limited differentiation, and where the consumer exhibits little 
involvement in the decision making process. Although the authors argue that electricity and 
gas has characteristics of convenience goods, it also differs in a number of ways. First it is 
intangible, although the benefits may not be, secondly, there are no true substitutes. Most 
modern household appliances work on electricity and gas. Thirdly, they are 
undifferentiated, Steiner, 2000 argues that although consumers want their supply to be 
continuous and reliable, but beyond these attributes there is nothing that the suppliers can 
differentiate their products from those of competitors. 
Watson et al, 2002 further argue that a customer doesn’t have a choice of not having 
electricity but can only choose a particular supplier. However, retailers of conventional 
goods can differentiate their products on various attributes like, price, features, location, 
product range, where as electricity suppliers can only differentiate it on price and service. 
2.2 Consumer Behaviour: 
Due to the unpredictability of consumers, it becomes imperative that we study their 
behaviour. Consumer behaviour can be defined as “the mental, emotional, and physical 
activities that people engage in when selecting, purchasing, using, and disposing of products 
and services so as to satisfy needs and desires”, (Wilkie, 1994). Much of consumer 
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behaviour is based on customer’s motivation, some theories and applications will be 
discussed further. 
2.2.1 The buying decision process: 
 
Loudon and Bitta, 1988 argue that consumer behaviour is seen to involve a mental decision 
process as well as physical activity. The actual act of buying is one stage in a series of mental 
and physical activities before or after buying a product. Kotler, 1997 states that buying 
process begins with need recognition, followed by information gathering, having gathered 
information; consumers evaluate alternatives and make a purchase decision. Following 
purchase will be some form of post purchase dissonance, when the decision is assessed.   
Assael, 1987 argue that the amount of time spent in each stage of decision making process 
will vary, depending on risk involved in making a purchase. Therefore, higher the risk, higher 
will be the involvement. These decisions are called as high involvement decisions. Routine 
or habitual purchases will be relatively low involvement and consumers will rely past 
experience.   
As discussed in the previous section, utility products differ from conventional products in 
many ways. Therefore to understand the consumer behaviour of these products it is 
important to go through each stage of the buying process. 
2.2.2 Motivation: 
 
Depending on a person’s motivation he/she is likely to behave in a certain manner. 
“Motivation can be defined as activation, drive and/or reason to engage in a certain 
behaviour and to maintain that behaviour”, (Evans, et al,1996). Motivation can either be 
internal (from within a person) or external (from the environment). The internal motivation 
can be known as ‘pull’ factors and external can be known as’ push’ factor.   
Wilkie, 1994 argues that marketers would be interested in the factors that motivate 
consumers so that they can identify the benefits that consumers are seeking and develop 
products which deliver maximum appeal and satisfaction. 
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2.2.3 Need Recognition:  
 
Evans et al, 1996 argues that every individual has needs but some of those needs are latent. 
Marketing does not create needs, but motivates us to want a certain brand. Therefore, the 
needs are always there but at a latent level, and if correctly identified and tapped there is 
greater chance of the consumer responding to it. Babin, et al argues that needs are 
functional or psychological in nature and retailers are trying to satisfy both type of needs.  
In case of electricity and gas the need is functional but in functional goods there is a need 
recognition but in case of electricity and gas it less so. Engel et al, 1990 states that under 
low involvement products buyers are less likely to be motivated to look for alternatives 
products. Watson et al, 2002 that in fact electricity is taken for granted and there is less 
need with no “practical need” to look for alternatives or suppliers.  
2.2.4 Search for Information: 
 
Engel et al, 1990 argue the next step is search for information which initiates an internal 
search into the memory whether enough is known about the options for the product, which 
usually happens in low involvement products. External search will take place when this is 
not the case.  Assael, 1987 argues the extent of the search will depend on the nature of 
buying decision. If the nature of the product is routine then the buying decision is said to be 
low involvement and information search may consist of consumer’s memory.  
Watson, et al, 2002 argues that in case of gas and electricity, being routine purchases 
consumers is likely to have low involvement. However, in case of change of suppliers the 
relationship is altered and the consumer is likely to go through an extensive search. But in 
case the consumers are satisfied with the existing supplier, they are unlikely to go for an 
extensive search for seeking alternative suppliers.  
In case of low involvement product the purchases are usually made on the basis of pricing, 
(Assael,1987). Malhotra,1983, argues that simply offering a lower price may not be enough 
for the consumers to switch suppliers, as they are said to exhibit threshold levels.  
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2.2.5 Evaluation: 
 
Engel et al, 1990 argues that evaluation criteria are the desired outcomes from purchases 
and consumption. Evaluation criteria are shaped and influenced by individual differences 
and environmental influences, as the alternatives are compared against standards, 
judgments are formed and changed. Subsequently, there will be changes in attitudes and 
beliefs towards the act of purchase and intentions. 
Watson et al, 2002, argue that the consumer will choose its electricity and gas suppliers will 
depend on factors like price, convenience, service and environmental issues. As stated 
before that there is high probability that the consumer will stick with the same supplier 
rather than going through the inconvenience of switching to new supplier. 
2.2.6 Purchase decision: 
 
Engel et al, 1990, states that the purchase in low involvement product is made with 
minimum deliberation. If in trial period, the product meets or exceeds expectation then the 
outcome is an intention to purchase or repurchase. Such intentions do not necessarily lead 
to loyalty. Although Loudon and Bitta, 1988 argue that purchasing process is usually 
followed by a strong purchase intention. However, Watson et al, 2002 argue that the 
information gathering and evaluation of criteria may or may not lead to a purchase decision 
in case of electricity and gas, as it is something which can always be postponed until 
tomorrow. 
2.2.7 Outcome: 
 
The outcome after the purchase can either be satisfaction or dissatisfaction. Both can 
generate heightened desire for further investigation about the brand, Loudon and Bitta, 
1988. Satisfaction in low involvement product however may or may not lead to brand 
loyalty, but dissatisfaction will most likely lead to brand switching, Engel et al, 1990.  
In case of electricity and gas the performance itself, of the product, is not a matter of 
concern, therefore the suppliers will again be left with less factors to influence consumer 
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behaviour. In these utility goods suppliers will need to convince consumers on the basis of 
price and service, Watson et al, 2002.  
Pricing and service have emerged as the two most crucial factors in deciding the choice of 
suppliers, pricing being the top most one. This section will discuss the literature review of 
role of pricing and service in the context of switching behaviour. 
2.3 Pricing 
“Price is usually defined as what the consumer must give up to purchase a product or a 
service”, (Evans, 1996). Assael, 1995 argues that price is an important indicator not only of 
the monetary cost of the product but also the quality. Consumers base their judgement on 
the basis of price whether the product is worth the buy.  
Evans, 1996 argues that there are four types of customer costs: money, time, cognitive 
activity and behaviour effort. When these cost are compared to the value or utility of the 
product are considered a convenient way to measure the price of the product. For the 
consumer taken to learn about the product and the time taken in travelling to buy it can be 
important costs. Thinking and deciding can also be hard work as number of alternatives 
need to be evaluated, which can take time and involves a lot of cognitive work. Evans, 1996 
further argues that in these cost trade-offs, it seems that whatever is been purchased 
should be perceived to be of greater value to the consumer than merely the sum of the 
costs.  
Parmer et al, 2000 suggests that there are three types of cost: time, psychic costs like age, 
brand loyalty, and predisposition to switching and the exit costs. In views of Malhotra the 
consumers were reluctant to switch if the expected benefit is more than the costs. Giulietti 
et al, 2000 suggests that consumer will only switch supplier if it is less time consuming, less 
complex, and has a positive outcome or benefit.  
It is observed in consumer behaviour that more complex decision making is likely to 
postpone, withhold or delay the decision, (Watson et al, 2002). This provides an interesting 
paradox in case of electricity and gas a product which although is a routine product but have 
the property of a speciality product. They further argues that the decision making involved 
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in choosing a utility product supplier may be different than observed in the consumer 
behaviour literature review. 
Next section will examine the literature review of customer loyalty due the very high 
switching patterns in the energy market and the relevance of customer retention and 
loyalty. More so, next section will explore the possibilities of enhancing customer loyalty by 
other means than only price.  
2.4 Customer Loyalty 
Evans et al, 2006 is of the view that loyalty can be of importance to a marketer as it can lead 
to reduction marketing costs, increased opportunities for brand extensions and an improved 
market share. Loyal customers serve spread a positive word of mouth, and offer greater 
resistance to competitive offerings. Loyalty represents a important basis for building a 
sustainable competitive advantage, (dick and basu,1994, p.99).  
2.4.1 Defining Loyalty: 
 
Javalgi and Moberg, 1997, p.165 define loyatly in two ways; one based on behavioural terms 
which describes loyalty as the number of purchases or the frequency of such purchases and 
any brand switching. Although some researchers believe that continuous behaviour alone 
cannot determine the loyalty of a customer. A family may purchase particular item due to its 
low price but a slight price increase may cause a shift to another brand, (Assael, 1995).  
Secondly, they define in attitudinal terms, “incorporating consumer preferences and 
disposition towards brands to determine levels of loyalty”.  
Assael, 1995, states that one of the researchers Day argues that the best way to predict 
loyalty is to use both attitudinal and behavioural components. Consumer may continue to 
buy the same brand because of low price, or when other brands are not available or 
because of the deals available on a brand or in order to minimise his decision making 
process.  
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2.4.2 Antecedents to loyalty: 
 
There are of course different view points on loyalty, but the one which is more relevant to 
the gas and electricity market could be of Hassan’s , 1996,p.7, wherein he points out that 
positive experiences may enhance customer’s loyalty but it should not be forgotten that 
‘money talks’ and ‘everyone has a price’. In some markets in fact the competition is so 
intense (e.g. FMCG) that fostering ‘real’ loyalty in such markets is almost an impossible task, 
(Pressey and Mathews, p.39).  
The other view is expressed by Dick and Basu (1994, p.99), where they argue that loyalty can 
be build on softer elements like emotion and satisfaction. 
 Evans,(2006) argue that there is a possibility of relationship building which is beyond loyalty 
if the customer is engage with a brand on an emotional level. Egan, 2001 further argues that 
although in undifferentiated markets relationship marketing has been presented with 
potential benefits, suppliers of undifferentiated products and services should consider short 
term promotional schemes rather than costly relational strategies. 
2.5 Customer Switching Behaviour 
Many consumers defect from brands due to various reasons. This section will briefly explore 
the reasons and secondly the cost associated with switching.  
Keaveney (1995) grouped some of the reasons for customer defection into eight categories 
on the basis of critical behaviour of service firms: “Core Customer Failure, Service encounter 
failure, employee response to service failures, pricing, inconvenience, attracted by a 
competitor, ethical issues and involuntary switching”. Whereas Desouza (1992) cites the 
following reasons for defection: Defection to purchase a superior product from a 
competitor, defection due to price related factors, defection due to technological reasons 
and defection due to organisational related reasons. 
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2.5.1 Switching Costs: 
 
Egan, 2001 argues that switching are barriers to entry from the supplier side, which can be 
created by the supplier or the relationship between the supplier and consumer. These 
barriers are seen as controversial as some authors see them as ‘natural’ barriers created 
due to the relationship. On the other hand these barriers can be seen contrary to relational 
strategies. 
These costs which are not mutually exclusive can be termed as: 
Search costs, Learning costs, Emotional costs, inertial cost, Risk, Social costs, financial costs, 
Legal barriers. 
Pressey and Mattews (1998) suggest that in developed relationships efforts are made to 
‘lock-in’ customers through the cost described above. Marketers believe that there is more 
to relationship building then just locking in customers, (Barnes, 1994, p.556).  
There is a difference however between the applied costs/barriers such as financial cost etc. 
and customer crated barriers. Locking in customers through penalty barriers are seen as 
inferior methods of relationship building, (Barnes, 1994, p.565). Egan, 2001 argues that 
customer-created barriers in comparison are recognised as satisfaction and created by 
supplier by adding value to the relationship.  
The theoretical framework of this assignment evolves around Uncertainty and scenario planning. 
The link between strategy, uncertainty and scenario planning has been discussed in the literature 
and then the process for developing strategies under uncertain and changing external environment 
for the Energy industry in the UK is discussed by using scenario planning techniques. 
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3.0 Research Objectives and Methodology 
 
3.1 Research Orientation 
The theoretical framework of this assignment revolves around Consumer behaviour, Switching 
patterns and Customer loyalty. The link between Consumer behaviour, Switching has been discussed 
in the literature and then the process for developing strategies for building customer loyalty under 
the industry’s dynamic  environment for the Energy industry in the UK is discussed by using certain 
frame works. 
3.2 Quantitative vs. Qualitative Research Methodology 
Many research methodologies have been developed over years. There are basically two types of 
research methods- qualitative and quantitative.  The quantitative approach involves conducting 
surveys through questionnaires and archival studies. With the objective of gathering information 
relating to ‘who’, ‘where and ‘how much’. While the qualitative method includes historical accounts 
and case studies with the emphasis of answering ‘how’ and ‘why’. According to Morgan and Smircich 
in Scott (1994), a quantitative methodology is most appropriate if the world is assumed to have a 
concrete structure that accurate definitions can be assigned and measurement taken, or else a 
qualitative method is preferred. 
Considering the complexity of the project  both the methods have been used but for discussion and 
recommendations, more of qualitative research analysis has been used.  
 
3.3 Method of Collecting data and information 
The method of date collection and the respondents profile are important parameters to the 
reliability and authenticity of data collected. Data could be collected by doing surveys on basis of 
questionnaire and obtaining feedback, conducting structured, semi structured or structured 
interviews. Further, internet has also emerged as a vast pool of data but the reliability of open 
source data from the internet could be an issue.  
Consumer Switching in the Energy Industry and Customer Loyalty                By: Paminder Singh 
 
 Page 
16 
 
  
 
Research undertaken and information analyzed came primarily from the following sources: 
 
• Semi structured interviews with senior executives of different departments of E.ON right 
from Generation, Retail, Finance, Strategists, Customer Insights, marketing etc. 
• Critical internal data received from EON UK. 
• Structured telephonic/face to face interviews with the key strategist in the University of 
Nottingham Energy Institute, Strategy division and Innovation management division. 
• The internet, including websites of groups and organizations involved in the areas of climate 
change, fuels, energy, regulations and other related areas. UK official Energy web sites like 
BERR, Ofgem, Energy Watch, etc having white papers and industry reports were scrutinized.  
Research papers related to consumer behaviour, switching, pricing, customer relationship 
were studied. 
• Newspaper articles, journals, and magazines. 
• While collecting data care was taken in terms of correspondents profile for questionnaire 
and interview purposes. The objective was to have an expert opinion both from internal 
sources (EON employees) and External Sources (University Professors).  
 
There is a wealth of information, and it is apparent that the various stakeholders have differing and 
often contradicting views on issues related to the energy industry in the UK. The challenge was to 
synthesize the information and present it in a holistic form to be able to come up with a credible 
analysis and sound recommendations that provide real value to our client.  
 
3.4 Methodology 
The report has been structured in six main parts which are Introduction, Literature Review, Research 
Methodology, Research Undertaken, Analysis, Discussion, Recommendations and Conclusions. The 
literature review is primarily based around consumer behaviour and switching.  
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3.5 Research 
Based on the data gathered from the interview process, data from E.ON, literature review some 
recommendations have been provided related to pricing, customer service, enhance customer 
loyalty.  The model identifies different sources of uncertainties which affect future strategies. Based 
on the drivers for switching, switching costs, role of regulators and barriers to switching for the 
energy industry, further research has been done.  Further research includes research on the impact 
on E.ON based on its competitive position in the industry. Lastly, research from other industries like 
retail, credit card, telecom, airlines, has been done to bring different perspectives.  
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4.0 Analysis 
 
Switching has been seen as a major concern for the energy companies.  
 
In excess of 100,000 domestic consumers are switching supplier each week, with over 4 
million (some 20% of customers) switching in 2006 alone. This is in comparison with only 
9.2% domestic electricity customers who have switched in Germany and only 1.3% of total 
gas volumes, (Centria, 2008).  
 
Ofgem reports that the number of people switching their gas and electricity has increased 
since 2004. In 2007, over 5.1 million customers changed electricity supplier, and just fewer 
than 4 million changed gas supplier, (Business and Enterprise Committee, 2008). 
 
BERR estimates that by March 2008, 50% of electricity customers had switched away from 
their home supplier, and 53% of customers had switched for gas. Many of them, however, 
may have taken advantage of dual fuel or other offers by either of their original suppliers. 
Ofgem believes around 20% of customers have not changed either supplier since 
liberalisation, (Business and Enterprise Committee, 2008). 
 
The level of switching in gas and electricity industry is reasonably high, both in country 
comparison and other sectors. For example the switching rates in are Sweden-32%, 12% in 
the Netherlands, 6% in Germany, and 1.5% in those parts of the US market that have 
liberalised. In communications, around 38% of mobile and 34%of fixed line customers in the 
UK have ever switched provider. In finance, Ofgem highlighted annual switching rates of 
20% for mortgages, 10% for pensions and 2% for bank accounts, compared to around 20% 
for electricity and gas. (Business and Enterprise Committee, 2008). 
 
4.1 Drivers for switching 
Price is the main reason for switching. The recent price increase in energy prices have 
further spurt up switching. Year 2008 saw British gas energy increasing their gas prices by a 
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record 35% and electricity prices by 9%, a few days after its rival EDF had increased gas 
prices by 22% and electricity prices by 17%, (BBC News, 2008). The rise in wholesale prices 
has been cited as the reason for increase in prices and it is further predicted that the 
average gas bills could rise from current $600 to $1000 in next decade. 
After few years into liberalisation UK market, figures of 2001 released by department of 
trade and Energy suggest that on an average, combined household utility bills have fallen by 
$ 258 since 1996.  This reduction was attributed to the privatization and increased 
competition among the players. But in 2006, there were 14 major price increases levied by 
the big six energy companies, (Energy watch, 2007). In one of the reports published by 
energy watch in 2007, it is claimed that energy companies are failing consumers on several 
parameters and the advantages of privatization have somewhat been eroded over the last 
few years. 
Figure.1 Reasons for switching from two different studies 
 
Source: Price,W. C., Wilson, M.C. (2006), “Do Consumers Switch to the Best Supplier?”, 
Although price remains the main driving force for switching, there are other drivers too.  
Further research by Waddams shows that Customer Service is the second main driver as 
depicted in the above figure. Under customer service there are various types of customer 
complaints like incorrect meter reading, incorrect billing, and poor staff of attitude etc 
which are cited as cause of customer dissatisfaction.  
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4.2 Switching Cost: 
There are four type of switching cost in energy market for the consumer: 
• Transaction costs: Apart from providing a 28 days period notice, the consumer has to 
get into a contract with the new supplier. Once the contract is agreed, the transfer 
process takes sic-eight weeks time to complete. The old outstanding has to be 
cleared with existing supplier, along with meter reading. Most customers found the 
switching process easy, and few faced problems like poor service etc, Office of Fair 
Trading and DTI,2003.  
• Search costs: these costs are related to the cost for searching for new supplier. The 
search would also consist of price comparison between different suppliers, Office of 
Fair Trading and DTI,2003.. 
• Contractual switching costs: Supplier offer contracts which often last for a year or 
two, entitling them to some discounts. In case of switching, the customer has to pay 
a fee for terminating their contract, Office of Fair Trading and DTI,2003.. 
• Psychological costs: Majority of the customers are satisfied with incumbent supplier 
which reduces the willingness to switch to other supplier. Furthermore, the negative 
experiences of other customers while switching discourages other customers to 
switch, Office of Fair Trading and DTI, 2003. 
 
Ofgem, estimates that those customers who have never changed supplier can save on 
average £125 per annum if they are on a prepayment meter, £93 if they are on standard 
credit, and £56 if they are paying by direct debit, by changing both fuels to the best 
available offers, (Business and Enterprise Committee, 2008). Further savings can be made by 
changing payment type. 
 
Waddens, 2006 study suggests that only 8-11% of consumers switched to the firm offering 
the highest surplus and in aggregate, switching consumers only appropriated between 26% 
and 39% of the maximum available gains through their choice of new supplier. “Such 
behaviour is wholly consistent with an explanation of high search costs or with the 
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laboratory and natural experimental evidence that proposes consumers often search too 
little relative to the optimum”, (Sonnemans 1998 and Tenorio and Cason 2002). 
However, recent work undertaken by Catherine Waddems suggests that even after high 
prices levied by companies the consumers do not switch to lower cost supplier as the 
consumers might be confuse or have inaccurate information, (Energy watch 2007). Infact, 
Waddams findings show that 32% of the consumers switched to an entrant charging higher 
than the firm they were switching from, (Energy watch 2007).  The study further suggests 
that 27-38% of consumers lost surplus as a result of switching. 
5.0 Role of Regulators 
 
The Office of Gas and Electricity Markets (Ofgem is the government regulator for the 
electricity and downstream natural gas markets in Great Britain. Its primary duty is to 
“promote choice and value for all gas and electricity customers". Protecting consumers 
is Ofgem’s first priority, by promoting competition (Ofgem official website). Ofgem is 
also in many ways the voice of the consumers and helps to protect them from unfair 
practices of the companies.  
 
Ofgem has been successful in driving down price of energy, in creating more competitive 
energy companies, providing a stable business environment, introducing some new 
measures since the introduction of its sustainable development in 2004 (SDC, 2007). 
 
The intervention that Ofgem has taken to reduce search costs – by making it easier for 
customers to compare suppliers’ prices also appears to have been relatively successful. 
Ofgem has done that by making the information on prices easily available to consumers. As 
per instructions from Ofgem, all the players in the market need to include currently 
available tariffs, specific payment options and produce accurate results for comparison, 
(Office of Fair Trading and DTI, 2003).  
Yet, Ofgem is being urged by various departments to take pursue a more active role in 
regulating the market. The recent price rise in energy prices has hurt the consumers 
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financially and pushed many into fuel poverty. SDC argues that Ofgem needs to engage 
the consumer more with the energy system. For example consumers are not able to 
take full responsibility for their energy use because of inability to comprehend the 
information on the bills.  
 
The second important regulator, “Energywatch is an independent consumer body, set 
up to promote the interests of all gas and electricity consumers”,(BERR, 2006).  
Energywatch although does not have enforcement power, but it handles complaints on 
behalf of consumers who have failed satisfactorily to resolve problems with energy 
companies, (BERR, 2006). The data is provided by energy watch to Ofgem to act upon it. 
Figure.2 Total complaint cases received by Energy watch in 2007-2008 
 
Source: Energy watch Annual Report, 2007-2008 
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The figure 2 above shows the number of complaints received by energy watch over last 7-8 
years. As shown the cases have increased year on year, reflecting customer dissatisfaction. 
The figure 3, released by Energy watch, in their annual report, 2008 shows the supplier wise 
break up of complaints. According to the report Npower received the highest number of 
complaints followed British Gas. E.on falls behind three of its competitors in terms of 
number of complaints received. SSE seems to be the service leader among the six big 
players. 
Figure.3 Supplier wise complaints received by Energy watch in 2007-2008  
 
Source: Energy Watch Annual Report, 2007-2008 
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6.0 Barriers to switching 
It is being argued that there are various factors which prevent customers from switching. 
Price structure of all suppliers is accused to be similar, and therefore it exceeds the costs of 
switching, preventing customers from switching. Another reason cited for not switching is 
the complicated billing system of all suppliers. Suppliers are also accused of passing 
incorrect or improper information to customers, preventing them from switching. Contracts 
are another reason where in the customer is ‘locked-in’ and cannot switch for a certain 
period of time. Satisfaction with the services of the present supplier can also act as barrier 
for switching. Low level of product differentiation can also act has a hindrance for consumer 
to switch. 
Apart from the Big Six suppliers the choice for the customers has been very limited as the 
big six have absorbed the business activities of existing smaller players. In other words there 
are no independent players to exert significant pressure on the Big Six, (Energy watch 
2007).Therefore the big six have been alleged to pursue their own interest at the cost of the 
consumer. As a result of which the consumers end up paying extra 300mn and will continue 
to do. Much of the 300mn is being paid by the poorest in the society (Energy watch 2007). 
7.0 Impact on E.ON 
Switching has had an impact on all the suppliers. The impacts are in the form of revenue 
loss, loss of market share, brand equity erosion, cost implications etc. British Gas has seen 
the highest loss of market share. i.e. from 100% market share when it was the sole supplier 
to 47% in gas and 22% in electricity. E.on stands at No. 2 position in terms of market share in 
both the sectors with 13% and 19% market respectively. The figure below shows the market 
share for all companies for the year 2007.  
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Figure.4 National market shares in Gas (March 2007)  
 
Source: Ofgem, 2007 
 
 
 
Figure.5 National market shares in Electricity (March 2007) 
 
Source: Ofgem, 2007 
 E.ON has also lost 3% of its market share in a period of 5 years. There are many competitive 
forces which can lead to loss of market share, high switching can lead to this loss. Even in 
the gas market, E.On has managed to gain 1% market share in 5 years and has had the least 
gain in terms of market share among competitors. 
Just to take a measure of financial impact of switching, I would like you to consider some of 
these figures. The total market size is around 47 million, i.e. there are around 47 million 
electricity and gas connections in UK. During our interviews and research with E.ON, it was 
estimated that around 24% of the customer churn every year, which is 2% per month.  As 
the table shows that E.ON has a market share of 19% in electricity market, therefore it will 
have 8.93 million customers on board. One of the studies show that cost of signing up a 
customer could be as high as £50-60, (Brigham and waterson,2003). Therefore, if the churn 
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rate is 24% as stated by E.ON then, a staggering 2.4 million customer would churn every 
year. All this would imply that to acquire new customers and to maintain its market share, E. 
ON would have to incur extra expenditure just to stay at No.2 market position. Furthermore, 
in order to attract customers the companies have to either match or lower their prices 
which could mean further losses for the companies.  
 
 
 
Figure. 6 Comparison of the big six generators 
 
Source: E.ON UK’s Strategy presentation, 2008 
The maximum switching happens usually after a price rise announcement. As per one of the 
surveys conducted by E.ON, there are other reasons apart from price, cited by E.On as 
reasons for switching such as ‘negative service comments’, billing problems, ‘fed with E.On’, 
problems with meter reading and sales approach. The second biggest reason was again 
customer service. As shown in the figure 6, E.ON lags behind in pricing and is not the price 
leader. SSE is the price leader among the big six competitors. 
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8.0 Discussion 
 
Switching rates have been going up since 2004, and with every price rise there seems to be 
record new highs in the number of consumers switching their suppliers. Presumably, the 
switching should benefit the consumers in terms of saving money, but as some of the 
studies suggest, 32% of the consumers actually end up paying higher than their exiting 
supplier.  
 
The high switching rates and the fact that 20% of the consumers have never switched are 
contrasting facts. As discussed in the literature review, the energy as a product has little 
differentiation to offer and has characteristics of convenience goods. These facts can 
contribute and support both the arguments of high switching and no switching at all. On 
one hand where consumers don’t see much differentiation and switch easily, on the other 
hand it can be argued that due to low differentiation consumers don’t feel the urge to 
switch at all.  
 
There are also contradictions provided when convenience good by definition which is low 
involvement product and requires less time in searching and evaluating for alternatives. 
Electricity and gas on the other hand, can involve a lot consumers time in searching for 
alternatives and deciding on the right supplier. Search cost as cited in the analysis is one of 
the major cost in switching of suppliers. The information does not happen mentally or 
internally but the consumers have to look for external sources like the web sites for 
information. Although price remains the main driving force for switching supplier which is 
similar to convenience goods as observed in the analysis part- an overwhelming 86% 
consumers cited price as the reason for switching.  
 
It is observed in consumer behaviour that more complex decision making is likely to 
postpone, withhold or delay the decision, (Watson et al, 2002). This provides an interesting 
paradox in case of electricity and gas a product which although are routine products but 
have the property of a speciality product.  
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Service remains the second biggest gap or a matter of dissatisfaction for consumers and the 
reason for switching.  
 
The barriers which are created by the customers for switching as discussed in the literature 
review seem to hold less importance in the gas and electricity market. Barriers as cited in 
the analysis part are more from the supplier side in terms of locking in customer through 
contracts, difficult to comprehend billing system, and low price differentiation.  
 
There are many web sites suggesting consumers to switch and providing them with 
information on alternatives and cheapest tariff rates. Ofgem and energy watch too urge 
consumers to switch as often as they can in order to save money. The over flow of 
information available to the customers from the web sites like uswitch, Which? makes it 
difficult for them to comprehend the data. Therefore it becomes difficult for suppliers to 
build genuine relationship with its customers and offer them value. 
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9.0 Recommendations 
 
This section is built on a set of recommendations which are based on three critical elements 
identified in the previous sections: Price, Customer Service and Customer Loyalty. This 
section will suggest some recommendations on pricing in this complex environment, where 
the product is highly undifferentiated with characteristics of convenience product as well as 
a conventional product. Secondly, it shall suggest some possible gaps in customer service 
and based on which some of the recommendations will be suggested.  Thirdly, this section 
will suggest some elements of customer loyalty which I believe are very critical in this 
industry. 
 
9.1 Pricing 
It is always difficult to position a product when there is no product differentiation. Price in 
such cases can be a critical factor for consumers in deciding on a supplier. It has been 
observed that the customer expects low prices and price is the key motivator in switching of 
suppliers. E.ON currently is neither the price leader nor the leader in customer service. 
Some of the pricing strategies to reduce switching which can be considered by E.ON are: 
 
Competitors based pricing: E.ON can charge same, more or less price than its competitors. 
So depending on who the price leader is, E.ON can alter its pricing according. Although 
adapting price or competitors based pricing is a good solution, but is highly uncertain, as it 
depends on the competitors. Uncertainty can be reduced by providing service guarantee or 
benefits to consumers. This kind of pricing is also thought to reflect industry’s collective 
wisdom, (Kotler, 2006). 
 
Value- perceived pricing- A consumer’s price perception is a difficult thing to gauge. There is 
said to be a difference in customer expectation about the prices and actual pricing, (Assael, 
1992). The value would lie somewhere in between the perceived value and the actual price. 
Perceived value can be based on various elements such as product performance, warranty, 
customer support, supplier’s reputation, esteem etc,( Kotler, 2006). Therefore, needs to be 
related to the value perceived by the customer. The disadvantage of this kind of pricing 
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could be that in a price sensitive market, the segment of buyers who only care about pricing 
will not subscribe to value-perceived pricing. E. ON can in this case have different pricing 
levels of pricing for ‘price buyers’, value based buyers and loyal buyers. But an important 
thing to remember is that in this kind of pricing strategy, the perceived value of the product 
should be more than that of the competitors, (Kotler, 2006). 
 
Relationship pricing- Price- discounting strategies are seen as short term. Customers who 
have switched over due to price discounting can switch over easily to other supplier too. 
Price discounting works best for large set of buyers/customers. In case of households and 
retail market, E.ON can come up with more creative pricing strategies which consist of price 
and non-price incentives, (Lovelock, 2004). 
 
On the other hand, E.ON can aim at reducing the switching cost for the customer. Earlier 
there were four costs which were identified which a customer incurs during the time of 
switching. E.ON can be proactive in cutting down cost related to searching for supplier, 
contractual cost, psychological costs and transaction costs.  
 
E.On is clearly not the price leader as observed earlier, neither it has resorted to low-cost 
leadership pricing strategy. At the same time in an undifferentiated product, it is not 
possible to charge a premium for its product. In such complex situation, the challenge for 
E.ON would be to upgrade its product from merely a commodity/convenience product, by 
adding new benefits or features and augmenting the product with best in class service. 
9.1.1 Customer service 
Secondly, price is not the only factor which can support E.ON strategy to reduce switching. 
Neither is it the only reason for the customers for switching, as the analysis shows that 
customer service is the second biggest concern for switching.  
Customer service gap is the difference between customer expectation and perceptions, 
Zeithaml et al. Improved customer service can lead to higher customer satisfaction and 
improved profitability. Closing the gap between what the customer expects and what they 
perceive is critical to delivering quality service, Zeithaml et al.  
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The authors for gaps model of service quality suggest four provider gaps which need to be 
closed. Service Gap Model theory (Lecture notes, AMP, 2008) describes these gaps as a gap 
between expected service and perceived service.  
Figure 7, Service gap Model 
 
 
  
 
Source: Advanced Marketing Practices, (lecture notes, 2008) 
The four gaps are:  
Gap 1: Not knowing what customer expect 
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Gap 2: Not selecting the right service design and standards  
Gap 3: Not delivering to service design an standard 
Gap 4: Not matching performance to promises 
As suggested earlier the problems experienced with E.ON service amongst the customers 
those who said service was a factor in switching decision were related to personnel and 
process. Therefore E.ON should aim to close Gap 1 where reasons like lack of interaction 
between management and customers, lack of encouragement to listen to customers 
complaints can lead to gap between customer expectations and company perceptions of 
customer expectation. 
Gap 2 where reasons like poor service design, absence of customer- driven standards can 
lead to gap between customer-driven service designs and standards and management 
perceptions of customer expectations.  
Therefore by improving on such gaps E.ON can aim to position itself as the service leader in 
the industry.  
9.1.2 Customer Loyalty 
 
If price is the main reason for high switching rates then it becomes imperative that E.ON 
focuses on building customer loyalty for retaining its customers. Customer Churn ratios have 
gone up in a lot of other industries as well. ‘In fact, a company with a seemingly impressive 
90-per-cent retention rate will lose more than half of its customers in five years. When 
times are tough, who wouldn't want to increase profits and reduce costs, just by keeping 
more of the customers you already have?’  Darrell K. Rigby et al (2003). I have identified 
Lovelock’s 2007, model of loyalty which has been termed by the author as ‘the wheel of 
loyalty’ to suggest a possible loyalty frame work for E.ON. Lovelock, 2007 suggests that 
there are three ways of addressing customer loyalty. 
First- segmentation of customers, attracting the right set of customers and delivering quality 
service to them, secondly- customer loyalty programs and thirdly- reducing drivers for 
churn.  
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9.1.2.1 Know Your Customers 
 
Segmentation helps in knowing your customers better and offering them customised 
products and services according to their needs. Knowing your customers will help in the 
very first place to understand the reason for their switching. In the pursuit of acquisition and 
increasing market share the problem can also arise from acquiring a set of customers who 
are not profitable, and the cost of retaining them is more than acquiring a new customer. 
Moreover the high value customers are on constant radar of the competitors. The 
opportunity for E.ON through segmentation though, is cross selling and up selling to existing 
and new customers, send promotional messages to right set of targeted customers, offer 
better value added services, thus enhancing revenue. Many companies have also adapted 
CRM as a tool for effective segmentation and effective way for designing products and 
services based on segmentation. 
Lovelock, 2007 suggests that providing high quality of service can turn these customers into 
loyalist. These customers will spread positive word of mouth which can act as a catalyst for 
bringing in more customers on board.  
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Figure 8, The Wheel of Loyalty 
 
Source: Lovelock, C., 2008 Services marketing, pp. 367  
 
9.1.2.2 Loyalty programs 
 
Once you catch them, keep them. Loyalty programs are a must in this competitive market. 
Research shows that it costs five times as much to get a new customer as to keep an existing 
one, (Hunt,1999). Almost 80% of UK’s adult population is part of some loyalty scheme or the 
other, (Clark, 2008). The importance of loyalty scheme gains more relevance in an economic 
down turn, as customers will look elsewhere for better bargains in order to save money. 
Companies resort to both short term and long term loyalty benefits. According to 
dunnhumby's Hayward,” those brands taking a long-term view will benefit by investing in 
loyalty schemes, though they will be few and far between” (Clark, 2008). Loyalty 
Consumer Switching in the Energy Industry and Customer Loyalty                By: Paminder Singh 
 
 Page 
35 
 
  
programmes can help to prolong customer’s stickiness and reinforce loyalty of customers 
who are already loyal. 
Hunt argues that the trick to keeping your customers is simple: ‘Keep them so happy so that 
they'll never want to leave, you can do that by surprising and delighting them at every turn’, 
(Hunt,1999). Some suppliers have implemented loyalty programs. Hunt, 1999 further argues 
that the key to these programs is to know how your customers live, their likings and disliking 
and then thank them in ways that are tailored for their lives. 
Love lock suggests building loyalty by giving loyalty rewards which can be provided through 
financial, non-financial, recognition and appreciation benefits. He further suggests building 
higher levels bonds through emotional connect with consumers and deepening the 
relationship through cross-selling and bundling of services.  
9.1.2.3 Reduce churn drivers 
Love lock, 2007 suggests that reducing churn drivers can further lead to customer loyalty. 
Telecom companies which have many similarities with energy companies keep a very close 
eye on their churn levels and monitor on a regular basis. A diagnosis of such customers in 
advance can help in identifying reasons for churn and devising tools which help in retention. 
Lovelock, 2007 argues that in addition to generic reasons of churn, there can be certain 
industry specific drivers for churn as well, for which pro-active retention measures can be 
developed.  
Apart from innovative retention tools lovelock, 2007 suggests that switching costs can also 
be increased which will deter consumers to switch suppliers. 
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10.0 Limitations: 
 
Limitation to this study is the data relating to attitude of the customers or consumer 
behaviour in case of utility products. Studies related to conventional products, consumer 
durables, FMCG were much easier to find. Therefore, it is suggested that more research be 
carried out in this regard.  
Secondly, data related to E.ON customers churn ratios was also difficult to obtain, and 
figures have been quoted based on the interviews conducted with E.ON employees.  
Thirdly, more research can be carried out on the switching rates and churn ratios of all 
competitors and its financial impacts on the companies. Also, more research can be done 
the loyalty schemes offered by the big six to its customers.  
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11.0 Conclusion 
 
This paper, through an examination of the consumers’ decision process, has sought to 
explain the apparent unwillingness of consumers to switch suppliers and the main drivers 
behind which force consumers to eventually switch suppliers.. The literature review seeks to 
contribute to our understanding of consumer behaviour for homogeneous and intangible 
products, i.e. conventional products and utility products. This may help in providing insight 
into the decision process for utility products, which can be helpful in the formulation of 
better marketing strategies.  
 
This paper, however, by drawing on the consumer behaviour literature, has argued that 
electricity is a low involvement, routine purchase.  In case of gas and electricity, both the 
products are highly undifferentiated and price has been cited as the main driver for 
switching suppliers. As suggested by the consumer behaviour literature, consumers are only 
likely to review their supply decision if they become dissatisfied with its services or the costs 
of searching a new supplier is less than sticking to its existing supplier. 
However, due to the high search costs and extensive information search the consumer is 
discouraged to switch suppliers. In case if there is considerable price reduction by 
competitors the consumers is likely to switch. Natural barriers to switching have been 
suggested as a good marketing practice in the literature review rather than locking in 
customers. 
 
E.ON is lacking behind in customer service and not competitive on pricing. Therefore, its 
customers are likely to switch often. As part of the recommendations three factors have 
been identified- pricing, better customer service and enhancing customer loyalty. As far as 
pricing is concerned, it is suggested that E.ON should be perceived as competitive as its 
competitors in terms of pricing. E.ON should also look at addressing gaps in the expected 
customer service and perceived service.  
 
 Lastly, Lovelock’s wheel of loyalty has been suggested to enhance loyalty and reduce churn. 
Lovelock suggest that in three ways, first through segmentation of customers, attracting the 
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right set of customers and delivering quality service to them, secondly through customer 
loyalty programs and thirdly by reducing drivers for churn.  
In the end, customer relationship management will be the key differentiator for E.ON in this 
highly competitive milieu.  
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